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, We ave consldered the information you have submlthed and. have concluded you do not qualify
for recognitign of exemption under section- 50I(c)(3) of the COde bemuse you are not operating

' loans-will be set by the market forces. You havé also indicated that 'you may be providing
counseling t@ help buyers and guide them. through the problems of filing firancing appueaﬁons. executing -

: 'nousmg oonracts and ciosmg loans. It does not appear that - you have entered into ‘any activities yet

inaking a praperty livable but also can Include minor or:; cosmehc repairs, remodeling. expanding a unit

and improvi the landscapirig of the site. Partxcxpatxon in this program is available fo exempt: .
srganizations and even.to:private investors. The, ﬁnancmg is provided by local lendmg instibuitions which
have/been a proved by HUD, and to minimize nsk to the mortgage lender HUD:insures the loan.

" Under this HUD program private investor home buyers must paya 15% down payment, but
qualified nol fit orgamzation buyers and individual btayerswho will use the home as their principal
residence may pay a lower down payment (i.e. may receive a larger.mortgage loan for a given property).
‘Jnder HUD Handbook directive 4155.1 REV-4 -5, the, non-proﬁt must be described in IRC 501(c)3) and
nave two-years: experience as a provider of tnusmg for Iwendmodaate income petsons.

Althgugh you have indicated that you will only be assashng low income lndeuals or families,. the i

guldehnes yar follow Indicate that you will be operatingjunder set maximum income-levels which ‘exceed -

the medxan cqme level in, and “lhe area within which,your

Telephone Number o .

the. property n: quéshon You havo stated that: you wxll act on behalf of your prospective purchasers and
perhaps-othgrsito obtain real estate loan packages from various banks and morigagé cornpanies. The i -

. " The HUD 203(k) Rehabnlitation Program isa houslng loan program whichr prowdes ﬁnancmg to ' P
- Hoth purchase and rehabilitate residential properties. Under this program rehabilitation not only includes ! .




D { only sell properties to; indeuals or fammes who have quallr ied for
‘ Admmxstra n-(FHA) mortgages. -

. You presndent and: CEO is also the president “(‘
One of the other two directors is the office manager of You-describe this -company as.being in tha
business of gubmitting loan’ packages to different. Iendlpg institutions in order to secure loans for- clients of :
real estate agents. -You emphasize that is not a finance ‘company nor a lendmg institution.

- Furthermore} yeu havereprésented that you will only | refer clients In search of down-paymem assistance
C o lf eofyourdientsrequests !hatyou doso.l C . . :

H
'

: You xpect to be funded through, comrjbutsons from the pubhc and from the difference. between !
the purchase piice of the homes to be rehabllliated, the cost of rehablhtatlon and the sales price after. you
have rehabll ed theproperty R i
" { on 50I(c)(3) of thie Code describes orgamzations orgamzed and opecated exclusrvely for
'ellglous. charitable ahd educational purpgses, no-part of the net eamings of which inures to the benefit of ;
any pnvate '_ holder or mdw:dual . ; ;

. Secion . 50l(c)(3)-l(a)(l) of the lnoome Tax Regulahons statés that in orderto be exempt asan |

e 'orgamzatlon escribed.in section 50i(c)(3) of the Code, an.organization must be- both organized and

operated ex uszvely for one:or more purposes spec:ﬁed in that section. fan orgamzation does not meet
sither the organizational-or the operational. lest itis not exempt. . .

i perated exglusively for.one;or more exempt purposes only’ if it engages primarily in’ ‘activities which . _~§
accomplish gne.or more of: such exempt purposes specified in section 501(c)(3) of the Code. :An ‘

Jrganization will not.be so. regarded if more than an msubstant:al partofits actnviti&c s not in furtherahce : R

purpose. " i : )

" Sectjor¥ 1.501 (c)(3)—l(d)(1)(|i) of the regulahons prowdes that an orgammﬁon. is not orgamzed or
uswely for onelor more of the purposes speclﬁed in section 501(c)(3) unless it serves-a
-ublic rather than a: pnvatelnierest “Thus; to meet these requirements, it is nec&ssary for'an organization.
to establisH that it is not organized or operated.for. the' bensfit of private interests such as,designated

individuals, the creator orhis  family, shareholdersof the organlzatxon. or persons controlled directly or. ;-

,ndlrect!y. by uch private interests. S ! ; '
- Section 1.50I(c)(3)-(d}2) of the regulahons prowdes that the term "chamable is used in sectzon

50l(c)(3) In its generally accepted legal sense: It includes relief of the poor and distressed; the °

advancem of religion, the advanwment of eduwtlon and: l&ssemng the burdens of govemment.

' Secbpn 1.501 (c)(3)~l(d)(3) of the regulahons deﬁn@e the term "sducational” as including the v

instruction or] tralmng of the individual for the purpose (¢ of lmprovmg or, developlng his capabilities. |

Sectuon L 50!(0)(3)—1 {e)(1) of the regulations provides that an organlmtion may meet the ,
requirements] of, section 501(cX3) of the Code although| iit operatm a frade 'or business as-a substantial i
part of its actjvities, if the operation of such trade or busin%s s in furtherance of the organization's .
exempt purpese or purposes.and if the orgamzat!on Is: not. organized or operated for the primary purpeses

-of carrying on an unrelated trade-or business as deﬂned in section 513. In determining the existenceior -

nl. 50I(q)(3)-l(c)(l) of the regulations provndes that an: orgamzatlon will be regarded as . ‘ '

nonexisfe
extent of the
more exempﬂ

of such primary purpose, all the cmmstmm must be considered including the size and

de or business and the size and. extentoftheactivmaswhlch are in furtherance of one or ., - "

purposes An organization which is orgamzed and operated for the primary purpose of "




AN

camying on a unrelated trade or busmess is not. exempt under section 501 (c)(3) even though rt has

sertzin.religipus purposes, its property is- held i in common and its proﬁts do not inure lo the beneﬁt of
individual me bers of: the organlzatron ‘

: iness Bure ingtori’D.CL Inc. v. United States, 326:U.S. 279 (1945), CLD.
1650, C.B. 145, 375, the Supreme: Court of the' Unsted States held that the presence of a nonexempt
aurpose, if more than ins stantral would. destroy ta>< exempt status asa charitable.orgamzahon

A ‘ell's Fargo Bank, 485 U S 35, 108 S:CL.N79, 99 L. Ed 2d 368 (1968), the
rgantzation must prove u?ambrguously that it qualxﬁee for atax exemption,

= ruling-as 1 rgmtlon of its tax exempt status .has the burden of provirig that it satisfies the

-equirefents of the parbcu_lar exemptxon statute Whether an orgamzation has satnsﬁed the. operé:txonal
est Isaqutlon offact. N

ino inion. Box G ited States, 477F 2d. 344(4”‘c|r 1973)cert.Denled413US '
e oourt held that: operating for the beneﬁt of private parties constrtutes a. substantlal non-

\ o Incorporated v. Commissiorier, 70 7.C. 352 (1980). the Tax Coirt held that an
lnch operated at-a.profit whose only. roleis that of a coniduit linking individual researchers
with interested client organt ns, both exémpt and nonexempt. did not qualify.for exemption:under

tures organized for proﬁt ' i
.Rul. 70—585 19:70-2 C.B.115; provides that nonproﬁt housing orgamzatxons created ito aid °
ow. and modgrate | mcome fammes by lessemng nelghborhood tensions, ‘eliminating prejudice and

The R evenue Rullng provrdes several |llustranons of orgamzahons which might qualify for: .
- gxsmption ugder section. 50[(0)(3) In situation # an. ofganization’ prcmdmg hormes for low income: fﬁrwl:‘.s
who otherwise could not afford them was considered to be relieving the poor and distressed and qualify’
for exemptio 3 Under sectlon 501(c)(3) In situation #2; an organization formed to-ameliorate the housing -
needs of minprity groups by building housing units for: sale to;persons of low and imoderate- income on an. *
. open occup ficy basis was determined to qualify for exemptson under section 501(cX3). in situation #3
. an.organizatipn formed fo formulate plans for the renewal and rehabilitation of a particular area inia city
" as aresidental community was held to qualify for exemption tinder secbon 501(c¥3). The orgamzatlon s .
| purposes and activities oombat ‘community detgrioration by awstmg in the rehabillitation of an oid:and :
sun-down resjdential area, they are charitable within the meaning of section 501(c)3) of the Code. On
- the ather hand situation #4 heid that an organization formed fo build new housing facilities for the.pumose |
of helping families to secure:decent, safe, and samiary housing at prices they can-afford did not;qualify for
axemption urider section 501(c)(3). The organization pianed to erect housing that it {o be rented at cost
:0 moderate income families.  Because the organization's’ program did not provide rehef to the poor or to
~amy out.anyother chantable purpese within the meaning of the regulahons applicable to section :

501(c)(3) of the ,Code. it was. pot entitied to exemption: from Federal income tax under secbon 501(cX3) of v .

the Code.

Reyv. Proc: 9&32 l996-1 C.B. 717, provldes gu:danoe on the qualrﬁcanon under section: 501(c)(3)
.for.qrganizatu:ns engaged i low income housmg The Rev. E'roc provides that an orgamzatlon will be .

5 . .. e N . . . . 1

spital, Iné. v. United States, 505 de 1068 (1974), holdsthatan organization seeklng P

t was conducting a oonsultmg busmess of the. sort whlch is qrdmarily oo L

, unscnmlnatlo and combatmg communlty detenomhon may qualrfy for exempt:on under section 501 (c)(a)
o oftheCode o L : _ ‘




p i !
o : -~ I
) B : . ; - ‘
PR N : ; E
: . o S : !
' A DR i
sonsidered tp rélieve the: podrand: distressed A it establishes that 75 percent of the units are occypled by ! ¢
residents that qualify as low-income and that erther (@20 pefcent of the Units are ccupied by verylow- | ¢ - .
income residents or (b} 40 percent of the units are occupied-by residents that <o nat exceed 120 percent .| . .. | i

of the‘area’svery low-incomie limited. In addition, theunits-must be affordable to thee residents. ‘This will |
ardinarily be satisfied by adopting a government-imposed. rent restriction. ‘This.revenue-procedure also

‘escribes a facts and circumistances test that will apply to determine whether organizations that fall = |
autside the safe harbor relleve the poor and distressedisuch that they will be considered charitable
~organizations described in séction 501(c)(3).. . : : o .

. Exaifiples 3 and.6 of section 5 of Rev. Proc. 96-32 ifustrate the'application of the safe harbor and .
facts and cirgumstances test altemative set forth in Rev. Proe. 96-32. .-~ . :

mple 3 deséribes’;».ér} organization which p'ﬂ:)Vid&é aﬁorMbh.hQMeM'émhip opportunities to ;

p'u}cha.sers termined to be low-incomse under a‘federal housirig program. The homes are scattered . S
“oughaut ejsection-of the organization's community.. Beneficiaries under the program cannot affordto ' o

sing without assistance. The organization's program makes: the. initial. and continuing costs

affordabie to the home buyers by providing assistance with down:payments.and.closing i A
0sts wners assisted by this organization will; have the following composition: 40 percentwill not |, T
exceed 140 percent of the very low-income limit for the|area, 25 percent will not exceed the Jowsincome ~ © = -
limit, and 35 percent will exceed the low-income limit but will.not exceed 115 percent of the area's

median Incorhe, ‘The organization does not satisfy the safe harbor. However, the facts and -

i demonstrate: that the organization. relieves the poor.and distressed. |

ple 6 describes:an. organization which pravide homeownership opportunities te purchasers - ;. :~ - * -
up to 115 percent of the area’s'median income.; The organization does not meet the income 1+
under the:safe harbor. The organization's board of directors is representative of T LD
irfterest, and it provides classes and counseling.services for its residents: The facts'and e e
do not demonsirate that the organization refieves the poor and distressed. ao

iher an organizatiorr has satisfied the operational test is & question of fact. See Harding

; Supra. In addition, the existence ‘of more than an substantial nonexempt, |+ - Co

surpose will réplude;exemp_tibn} See Better Business Bureau-of Washington, D.C...Inc. v. United States, ;© =~ .. = |
" supia.: As gipphasized by the Supreme Sourt in Hnited States v. Weils Fargo Bank, supra, quaiification "t .t ;.#ﬁ
nust be proven;unambiguousty. S - . . S

.~ The You have submitted lndmxes:tt(xat your primaxy activity is to camry on a-pragram
inder which you will purchase homes through the: HUD: 203(k) program, rehabilitate them, and sell them . S
(0.qualifying private Individuals at market value. You will assist the individuals and families in purchasing ! ae
the house bylproviding-some of the funds they. will need for the down payment. " it also appears thatyou - :

se;individuals and perhaps others seeking to purchiase these homes in obtaining FHA loans.
i s and families who can participate in yoxfxr‘i prograsn includes individuals: or. families: whose
-1come levels exceed the median income levels of the area.as determined by HUD guidelines. . -

: g - ) o c
, ¥ganization established to provide. or:assist in providing housing can.qualify for exemption
~nder sectior} 501(c}3) of the Code. However, as stressed in Rev. Rul. 70-585, supra , a charitable

i'rogram is generally only found where the individuals receiving the assistance comprise a charitable ' o : i
class or the housing itself accompiishes a recognized charitable purposs. Here you have set your . s
guldelines to pssist individuals and families. who qualify for FHA mortgages and have income at levels-

which exceed the median income level of the area within which you operating. This does not establish-a .
charitable class. In addition; ot all housing within the: greater QSN area or within IRINNNNNED =~
S is focated in an economically distressed or dclatenorated area.-We also riote that rehabilitation - - -




ning of the section 203(K) program hesa different measing thas rehabilitation for the -
ection S0l(c)(3) of the-tax Code. Under the:HUD program rehabilitation can include.minor or
irs, remodeling, expanding a unit and imgroving the landscaping: of the site. ' Rehabilitation

iithin the m
- purpeses of
sosmetic re

tance or helping‘indjviduals or families wﬁmmn qualify for FHA approved loans is.not
\arit: 2avor, As above the individuals and famillies who.can use your program do
nstit and participating'in, the/HUD rehabilitation program is not a charitable
“‘endeavor. %o e housing market are ndistinguishable from those of any investor or for-
) 5 ify-under the 203(k) program-or-any facilitator or agent'working withi the’
‘lending indusggry. Accordi we have conciuded thatiyou are Rot benefiting a charitable class and are -

merely ape ness.. Thefefore, you do not qualify for exemption-under section 501(c)(3) ;
iof the Cade e T S U ' S
ilarly; the facts and. circumstaices tests of Rev. Proc. 96-32; supra, do not provide.grounds |
- 1 o :i ‘ ! "

"7 .. Although-an organization.can meet the requirements of section 501(¢)3) of the Code even .
‘nough it opefates a trads or,buisiness as & substantial part of its activities, qualification for exemption is
_wnly present ¥ the operation of such trade or business;is in furtherance of the organization's exempt

- jpurpose or pdrposes and if the crganization is not organiized or operated for the primary purposés of
<arrying en ap unrelated trade or business as defined in

+ inestablish tat.your business activities further an‘exempt purposes, we,are unable to conclude that you |’
wualify for exgmption under section 501(c)(3) of the Code. : - ' T U :
R i ey Co i i Lo L
¢ - ! Inadsittion, we riote that your president and CEO s also'the president of CCMC, In addition, ohe A
&f the ther '

.F submitting jodn packages ic different tending:institutions in order to secure loans for clients of real
state.agentst -You emphasize that. CCMC:is net aifinance company nor a lending institution.. : :

ou have-represented that you will only r fer clients in:search of down-payment assistance
3 ' requests: that you-de so, : ol P

banefit substantially through the norviial operation of your prifyiai, Wheré the.principals ofa= - ©. - &

wiecluded. See; Old Dominion Box Co. v, United States, supea: ‘Without additional safeguards:in place

. vihich would dreclude private benefit from taking place, it appears that under the circumstances you have
dzscribed thefpotential for private benefit is-too great. Therefore, we are-unable’ conclude that you will. -

= alify for r g(hitibn of exémption under section 501(c)3). .- Do S .

- "} Accorpinigly, we have'concluded that you have: not established that you qualify fo recognition of
- exemption under section -50(c)(3) of the Code. Centributions:to you are not deductible under section {70
.and you are required to file Federal income tax cetums; | ' . S -

" astatement o your views, with a‘full explanation of your; reasoning. This statement, signed by one of
yeur principal pfficers, must be-submitted within 30:daysjfrom the.date of this letter, “You also have the
~ :u3ht to a conference in this office after your statement isisubmitted. You must request the conference; if

U want one when you file your. protest statement. If you are to be represented by someone whois not . i

. ... cne of your principal officers, that person will need to file a proper power of attomey and otherwise: qualify

erence and Practice Procedures. ]
i i

 directors Is the office manager of CCMC. Yol describe CCMC as being in the business

oo t Coow LT R ' . e
. However, itis clear from-the above:information that CCMC is in a situation where it can, potentially

Lo '
L
of section 501(c)(3) hias a much more restrictive meaning, Furthermore, providing down .| *

R

!
i
1
i
1

section 513. lnasmuch as you have been unable : -

anization are:in a position:ta benefit from the operations.of,an exempt organization exemption maybe e :

- You have the right.to. protest this ruling if you believe it is-incomect. o protest, you should'submit | 5+




Iy ' -do not protesmhls proposed rullng ina hmely manner, .t will be oonsidered by the Service - g

as a failure tp exhaust available administrative, remedm “Section 7428(b)(2) of the Code provides, in - i: -

part, that-a
untess the U
States for the District of Columbla determines that: the orgamzaﬂon invo
emedles available to it 'within: the lntemal Revenue Semce

L B ExemptOrgamzatlons
wE mlGroup2

el

jaratory. judgement or decree under thns,secuon shall not-be issued in’ any proceeding . Co
ited States Tax Court, the U.S: Couit of! Federal Claims, or.the District:Court of the United * | .
ved has exhausted admmlstratwe f-
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